NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Statements of Assets and Fund Balance
Arising from Cash Transactions

December 31, 2008 and 2007

Assets 2008 2007
Cash and cash equivalents $ 1,039,289 644,840
U.S. Treasury notes 22,509,955 20,029,862
Deposit 775 775
Total assets $ 23,550,019 20,675,477

Fund Balance
Fund balance $ 23,550,019 20,675,477

See accompanying notes to financial statements.



NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Statements of Revenue Collected,
Expenses Paid, and Change in Fund Balance

Years ended December 31, 2008 and 2007

Revenue collected:
Assessments
Interest income
Liquidation proceeds and other

Total revenue collected

Expenses paid:
Losses
Loss adjustment expenses
Refund of assessments
General and administrative

Total expenses paid
Revenue collected over expenses paid
Fund balance, beginning of year

Fund balance, end of year

See accompanying notes to financial statements.

2008 2007
$ 2,492,066 2,492,182
813,227 981,769
1,833,547 1,478,291
5,138,840 4,952,242
1,160,506 1,654,332
7,025 17,523
846,260 770,175
250,507 254,847
2,264,298 2,696,877
2,874,542 2,255,365
20,675,477 18,420,112
$ 23,550,019 20,675,477
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements
December 31, 2008 and 2007

Organization and Summary of Significant Accounting Policies

(a)

(b)

(c)

(d)

(e)

Organization

The Nebraska Property and Liability Insurance Guaranty Association (the Association) was created
in May 1971 by Nebraska state statute as a nonprofit, unincorporated legal entity. The purpose of the
Association is to provide a method of payment for certain claims against insolvent insurance
companies to avoid financial loss to claimants or to policyholders in the state of Nebraska, to assist
in the detection and prevention of insurer insolvencies, and to provide an association of insurers
against which the cost of such protection may be assessed in an equitable manner. A majority of the
Association’s revenues are derived from Nebraska-based insurers. ’

Basis of Accounting

The Association’s policy is to prepare its financial statements on the basis of cash receipts and
disbursements. Under this basis, revenues are recognized when collected rather than when earmned
and certain expenditures are recognized when paid rather than when incurred. Consequently,
assessments receivable from insurers and amounts due for supplies received, services rendered, or
estimated unpaid claims are not included in the financial statements.

Allocation of Revenue Collected and Expenses Paid

The Association attempts to specifically identify, to the degree allowable, all revenue collected and
expenses paid. Thus, each liquidation receives its share of revenue and expense items directly related
to it. The following items are, for the most part, specifically identifiable: assessments collected,
losses paid, loss adjustment expenses paid, refund of assessments, and certain general and
administrative expenses.

Cash and Cash Equivalents

The Association classifies all highly liquid investments with an original maturity of three months or
less when purchased as cash equivalents. At December 31, 2008 and 2007, cash equivalents consist
of investment pool accounts. '

Investments

The Association carries its investments at cost. While the Association intends to hold its investments
in debt securities to maturity, its ability to do so may be affected by the timing and amount of claims
presented as a result of insurer insolvencies. A disposition of investment in debt securities may result
in a realized gain or loss using a cash-basis method of accounting for the difference between fair
value and cost of the security at the date of sale. The fair market value of U.S. Treasury notes was
$22.454,849 and $20,037,773 at December 31, 2008 and 2007, respectively. Premiums paid and
discounts received in connection with these investments are not amortized or accrued into interest
income over the life of the investment. Rather, they are recorded as a component of net interest
income at the maturity date.

(Continued)
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements
December 31, 2008 and 2007

The U.S. Treasury notes held as of December 31, 2008 mature as follows:

Fair market

Cost value
2009 $ 20,964,020 20,870,318
2010 1,545,935 1,584,531
$ 22,509,955 22,454,849

Gross unrealized losses on investment securities and the fair value of the related securities,
aggregated by the length of time that individual securities have been in a continuous unrealized loss
position, at December 31, 2008 and 2007 were as follows:

Less than 12 months 12 months or more Total
Unrealized Fair Unrealized Fair Unrealized Fair
losses value losses value losses value
2008:
U.S. Treasury notes $ 87,946 12,710,082 — — 87,946 12,710,082
2007:
U.S. Treasury notes $ 3,651 2,494,649 — — 3,651 2,494,649

The unrealized losses on investments in U.S. Treasury notes were caused by interest rate increases.

Income Taxes

The Association is an instrumentality of the state of Nebraska and is a tax-exempt organization as
described in Section 115 of the Internal Revenue Code.

Fair Value Measurements

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, Fair
Value Measurements (SFAS 157). SFAS 157 defines fair value, establishes a framework for
measuring fair value under U.S. generally accepted accounting principles, and expands disclosures
about fair value measurements.

SFAS 157 requires companies to disclose fair value of certain assets and liabilities according to a fair
value hierarchy. This hierarchy ranks the quality and reliability of the inputs used to determine fair
values, which are then classified and disclosed in one of three categories. The three levels of the fair
value hierarchy are:

0 Level 1 — quoted prices in active markets for identical assets or liabilities.

. Level 2 — quoted prices in active markets for similar assets or liabilities; quoted prices in
markets that are not active; and model-derived valuations whose inputs are observable.

) Level 3 — model-derived valuations with unobservable inputs.

4
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements
December 31, 2008 and 2007

As required by SFAS 157, assets and liabilities are classified based on the lowest level of input that
is significant to the fair value measurement. The Association’s assessment of the significance of a
particular input to the fair value measurement requires judgment, and may affect the valuation of fair
value assets and liabilities and their placement within the fair value hierarchy levels. As of
December 31, 2008, the fair value amounts of the Association’s cash equivalents and investments, as
disclosed in note 1(¢), have been derived using level 1 inputs. The Association adopted the
disclosure requirements of SFAS 157 for the fiscal year beginning January 1, 2008. The adoption of
SFAS 157 did not impact the Association’s financial statements.

Assessments

The Association collects assessments from each member insurer (qualifying entities licensed to write
insurance in the state of Nebraska) in proportion to the net direct written premiums of the member insurer
in relation to the net direct written premiums of all member insurers. In addition, the Association may
make an assessment for the purpose of meeting administrative costs and other general expenses not related
to a particular impaired insurer. The member insurer may deduct one-fifth of the assessment each year for
five years from its state premium tax liability. Should the Association recover any sum representing
amounts previously written off by member insurers and offset against taxes, this recovered amount is paid
by the Association to the director of insurance for the state of Nebraska. If the recovery is before the end of
the year in which the assessment was made, the Association reimburses this amount directly to the member
insurer and no premium tax offset is allowed.

Claims

The Association is obligated only to the extent of the covered claims existing prior to the date a member
insurer becomes an insolvent insurer or arising within 30 days after the member insurer has been
determined insolvent. For a claim to be covered, it must arise out of and within the coverage of an
insurance policy issued by the member insurer, and the claimant or insured must be a resident of the state
of Nebraska or the property from which the claim arises must be permanently located in the state.

(Continued)
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NEBRASKA PROPERTY AND LIABILITY
INSURANCE GUARANTY ASSOCIATION

Notes to Financial Statements
December 31, 2008 and 2007

Estimated Unpaid Claims (Unaudited)

As of December 31, 2008, the Association estimates unpaid claims to be as follows:

Insolvency _
Iowa National Mutual Insurance Company $ 167,489
American Mutual Insurance Company 184,172
Rockwood Insurance Company 393,826
Home Insurance Company 1,262,394
Commercial Compensation Casualty Company 52,816
Credit General Insurance Company _ 691,209
Reliance Insurance Company 6,556,660
PHICO 1,407,323
Legion Insurance Company 2,968,189
Fremont Indemnity Insurance Company 1,154,820
Casualty Reciprocal Exchange 27,259

These amounts are estimates, and the ultimate settlement of losses may vary from the amounts above. No
representation is made by the Association that the ultimate liability may not be in excess of the above
figures. Certain insolvencies have not had assessments levied as of December 31, 2008 to cover the
estimated claims.

Lease Commitments

The Association leases office space under a noncancelable operating lease that expires on November 30,
2009. Total lease expense for office space was approximately $13,500 for each of the years ended
December 31, 2008 and 2007. Future annual lease payments under terms of the lease are approximately
$12,375 in 2009.

Refund of Assessments

The Association assesses member insurers for insolvencies based on case reserves estimated at the time of
insolvency. The member insurers then offset the assessments against their respective premium tax
liabilities. If such funds, including earned interest, are sufficient to cover the claim payments on the
insolvencies, the Association’s board of directors will authorize and pay a refund of assessments as
reflected in the accompanying statements of revenue collected, expenses paid, and change in fund balance.

Line of Credit

The Association has entered into a revolving line of credit with a financial institution that provides for
borrowings up to $5,000,000. The line of credit expires in September 2009. Borrowings under the line of
credit bear interest at the U.S. Bank prime rate. The Association had $5,000,000 available for borrowings
with no outstanding balances on this line of credit at December 31, 2008 or 2007. Management plans to
renew this line of credit upon expiration in September 2009.
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